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‘Wireless
Just as the traditiona] dial tone providers, emergency services
suppliers, and their vendors had enhanced 9-1-1 down to a fine
science, along comes wireless. Not far behind was the Federal
Communications Commission {FCC) mandate requiring the
wireless industry to support enhanced 9-1-1 and provide location
information to calltakers.

The mandates issued by the FOU in 1996 are referred to as Phase
I and Phase I1. Phase I location data was ta be available as of
April 1998 and was o identify the cell sector and callback
number of the 9-1-1 caller to the calltaker. Funding for the PSAPs
and liability issues for the wireless carriers have significantly
slowed Phase I implementation. However, passage of the Wireless
Communications and Public Safety Act of 1999 has re-energized
deploymenct efforts, which we hope will bring direct and positive
results for our wireless business unir.,

The FCC’s Phase I implementation schedule has been set for
Ocrober 1, 2001 and requires wireless carriers to provide more T h a S C C C on tp i b u t 1 on

precise caller location information: Through strategic alliances,
SCC is well positioned as a leading provider of Phase [ and

Phase II service to witeless carriers with its 9-1-1Connect™ You're fly fishing in the streams of the Colorado River,
service offerings.

. . . . and nothing could be better. You glance over at your
Despite delays and roadblocks experienced in rolling our Phase 1,
the Wireless business unit accounted for 5% of SCC's total friend a few yards behind you and notice that he has
revenue for 1999. The Wireless group announced an increase of
100% in its subscriber base for Phase [ services during 1999, collapsed. As you approach, you realize that he is
bringing total live subscribers 10 726,000, The group has carriers
representing 27.1 million subscribers under concract. having a heart artack. You grab your wireless phone

Continued rolleut of Phase I is a priority for SCC's Wireless
business unit in 2000, and our strategy for the deployment of
our Phase 11 solution is aggressive. The result is an innovative
solution for Phase I and Phase 11 wireless services, as well as the

posttioning of SCC as a leading provider of wireless services. is lost. With SCC’s 911Connect service, the 9-1-1

and dial 9-1-1. You almost establish your location with

the calltaker when the call drops, and your connection

calleaker has vour cell phone number and is able to

call you back. Emergency assistance is on the way,

Surveys show 64% of people who buy wireless

Appr OX i mat e 1 y q& - DDD phones rank safery as their number one priority.’
q‘].l_].l w i Pe 1 eSS Ca 1 l s SCC undersrands this importance and is here to

provide Phase 1 and Phase II service to wireless

are . made dai ].y " carriers nationwide.
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@ Emergency roadside assistance
services are expected to generate
nearly 2.9 billion in
annual service revenue®

Building the Future

9-1-1 systems were originally designed in the 1970s to support
telephones from a fixed location. Calls were delivered and
information provided based on a regional or locat 9-1-1 system
of mapping and call routing. Today, new technologies are
mtroduced thac alJow mobility; phones are no Jonger fixed.
These technologies include wireless phones, telematics devices
in automobiles, and IP telephony. Many provide public safery
capability but require a nationwide 9-1-1 system. Routing calls
from such devices to the answering point respansible for
handling the emergency and delivering the call through the
9-1-1 nerwork presenc significant challenges thar had not

been addressed from 2 national perspective.

SCC recently announced the faunch of a revolutionary
technology solution for wireless carriers and other non-
traditional relecommunications service providers. This new
service initiative is the first step toward addressing the
challenges and limirarions of the nation’s aging 9-1-1 system.,
This offering will provide the ability 1o properly route and
deliver 9-1-1 calls and data throughout the United Sraces.
The existing 9-1-1 system thac was deployed in local and
regional segments is a configuration that seriously limits the
ability to efficiently transfer calls outside those boundaries.
With the increasing mobility of 9-1-1 callers, this capability
is essential on a national scale.

This injtiative, 9-1-1 SafetyNer™, will process thousands of
boundary updates and new addresses daily. It is designed o
ceasily integrate with the existing 9-1-1 systems and is capable

of providing high-speed defivery of voice and data together with
automatic call routing information without human intervention.
9-1-1 SaferyNer™ was created ro meet today’s call volumes and
network complexities.

9-1-1 SaferyNet will provide 2 method for a telematics provider
to accurartely and automatically determine the correct source
for emergency services for a stranded motorist, whether the
meortorist is in Albuguerque or Orlando. Many technologies exist
~thac can determine the exact location of a 9-1-1 caller, but they
all need services like SCC's 9-1-1 SafetyNert to determine the
proper routing of the call and to deliver the call and data
thiough the 9-1-1 network in seconds, not minuces. 9-1-1
SaferyNet sorts out the confusion of overlapping and
multi-jurisdictional locations.

' As our sociery becomes more mobile and the volume of nor-
verwnin e radivional subscribers increases, the need for a reliable, state-of-
the-art method for providing emergency services will become
. .more critical. SCC’s 9-1-1 SaferyNet is a service designed to

meet this need for the next generation in service.
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Selected Financial Data

The following selected financial data are qualified by reference to and should be read in conjunction with our financial statements

and notes thereto and “Mznagement’s Discussion and Analysis of Financial Condition and Results of Operations” included herein.
The statemenr of operations data for the years ended December 31, 1999, 1998 and 1997 and the balance sheet dara at December 31,
1999 and 1998 are derived from, and are qualified by reference to, the audited financial statements and notes included herein. The
statement of operations data for the years ended December 31, 1996 and 1995 and the balance sheer dara ar December 31, 1997,
1996 and 1995 are derived fram audired financial statements not included in this Annual Report.

D e ¢ e m b e r 31 .
_ {dollars in thousands, except per share data) S 1999 1998 = . 1897 195k 1995

o Reveﬂue R S R L PR
Data managemem services v eoo T §32,0960 0 $30,610 0 $24,005 $13,165 . § 3,531
LICCHSGS and: m1p]cmentat;on scrvlces - R EE 488 - 3,839 3,067 1,637 3,881

T"m“ﬂ"'f““e O UL 32584 34449 0 27,072 . 14,802 7413
- "5“’”“&‘mﬂagﬂﬂmts&ms B 24338 20,740 15378 . 7,996 2,840
(_.ost ()Hmcnses andimplemcmatmn senqcﬁs Sk 138 - 836 1283 596 e

Saies_and markctmg 5,314 4119 . 3,850 - 3,204 - 2.016
erieral and 4,931 04959 32270 1533 830
Tota! cosis and Expenscs B 34,721 ‘_--30;654- . __23,738 13,3290 6,727 _
 Income (loss) from. operations - ' (2,137) 3795 - 3334 . 1473 686
'i--Other income (e:g SRR RS 607 294 ®79 (527) (368)
lncome {loss) from. coﬁtlnumg operatmns before income taxes (1,530) -~ 3,501 2455 946 318
‘Prowsmn (bencﬁt) for lncemc taxcs S e ' : {468} - L {379) (2,_328) S g L16
,"Net m_come (luss) from (;ontmumg opcranons . i _ o o ) B o
efore extrordinary item (1,062) .1 3,880 © < 4783 . 937 © 302
s from operations of discontined dms' \ (226) - U876).  (562) . (1,746)
.qus_‘fmm dISPGS. 'c.)fdlSconunucd dmsion net nftax' ' — _ : ._ {2,032) .‘ k *“*“ oo -
N : Net mmme 0ss) befure gxtramdmary Item R (],238) 3,82:30 . : 1,875 375 o __(1',444')
. Loss fmm carly extmgulshment ofdebt, net of - \ R —_ 909y . - == - L

8 1.288) $ 2971 S 1875 § 375 $(1444)

. -‘Net income (ioss)'

Nat income: (loss}.from centmumg opcratlans
- befote extraordmary item per sila.re :
Basu: :

: Dllllted e

Net i income (1055) Pcr share B

$ (010) § 053 5217 $ 015 $(0.02)
$ (010) $ 038 $ 054 % 0.4 $(0.02)

Basic’ o o R 8 012 $.039  § 061 $ (017) § (1.07)
Dlluted e $ 005 $.0.07)

% ©12) °$ 029 $ 021

Cash and cash equwaients _ ., AR -+ $ 8354 .$ 10,266~ $ 2,503 $. 3 '$1,004

- Shortand long-term investments in marketablc securities ~ 13,158 9,815, == e —

: 'Workmg capltal (dcﬁut) o __: I _ 18,014 . 17,678 - {'2,670.)- (7,345} (8,135)
Tetalassers 41,780 45,095 . 21,106 18482 11,755
. Longtermdebr Co T 2038 0 2791 6891 3318 1,934
- Toral stockholders equ1ry (deﬁcxt) . R o 32,935 33,591 (11,867) {13,068) {4,614)

See Note 2 of Notes to Financial Statements for an explanadion of the determination of the shares used in computing net
income (loss) per share.
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Management's Discussion and Analysis of Financial
Condition and Results of Operations

This Annual Report contains forward-looking statements that
involve risks and uncertaincies. Qur actual results may differ
materially from the results discussed in the forwacd-looking
statements. Factors that might cause such a difference include,
but are not limited to, {1) lengthy sales cycles associated with
our services and products, (2) our reliance on large contracts
from a limited number of significant customers, {3) rare

of adaprion of 9-1-1 technology hy wireless carriers,

(4} continuing rapid change in the telecommunications
industry thar may affect us and our customers, {3) continuing
demand for our services and products, and (6} additional
factors described in our Annual Repore on Form 10-K for

the year ended December 31, 1999.

Overview

Prior to 1993, substantially all of our revenue was derived from
the sale of software licenses and related implementation services
to [ILECs and public safery agencies. During 1994, we began
investing in infrastructure to provide our 9-1-1 O§$™ salurion
to telephone operating companies seeking to outsource such
aperations. We signed our first 9-1-1 data management services
congract in August 1994 and continue to add to che number of
records under management. We began to recognize revenue
from witeless carriers in the third quarcer of 1997, and continue
te increase the number of live wireless subscribers managed. In
addition, we signed a contrace with the General Services
Commission of the State of Texas in November 1998,
representing the firsc time thart a state agency has endeavored

1o centralize 9-1-1 OSS and data management services with a
neutral third parry.

Our dara management services revenue is derived from
contracts with ILECs, CLECs, wireless carriers and a state
agency pursuant to which we provide an outsourcing solution
for our customers’ 9-1-1 data management. Revenue included
in data management services generally includes a non-recurting
fee for the design and implementation of the 9-1-1 OSS,
conversion of the customer’s data to our systems, hiring and
training of personnel, and other casts required to prepare for
the processing of customer data. Non-recurring fees are
recognized on the percentage-of-completion method over the
periad required to perform the tasks necessary to prepare for the
processing of customer data. Qur contracts also separately allow
for a monthly service fee based on the number of subscriber
records under management, which is recognized in the period
in which the services ate rendered. Data management services
revenue also may include revenue from enhanced products and
services, which may include non-recurring and/or monthly fees
which are separarely stated in the contract and are recognized in
the period in which the services are performed. Related costs are
expensed as they are incurred. Data management services
revenue comprised 99% of our total revenue in 1999 and 89%
in each of the years ended December 31, 1998 and 1997.

Our licenses and implementation services revenue is derived
from contraces with ILECs pursuant to which we provide a
9-1-1 software license ar relaced producrs and services such as
implementation, training, software enhancements and incerfaces
to aur customers’ systems. Licenses and implementation services
revenue is recognized using the percentage-of-completion
method. The related costs include third-party licenses, direct
labor and related expenses, and are expensed as incurred.
Subsequent to system installation, we provide our customers
with maintenance services that are recognized ratably aver the
related contract period on a straight-line basis. Qur licenses and
implementation services revenue is derived from a limited
number of customers and consequently the concentration of
customers can result in quarterly fluctuations based on the

timing of the signing of new contracts and completion of
existing contraces, Margins on such contracts also may fuctuate
based on the elements included in the contract. We completed
the licenses and implemencation services contracts we had in
place in 1998 and did nor sign additional contracts due to
our focus on our longer term services contracts. We do not
expect to generate significant revenue from licenses and
implementation services during 2000, Licenses and
implementation services revenue comprised 1% of our

total revenue in 1999 and 11% in each of the years ended
December 31, 1998 and 1997.

During the year ended December 31, 1999, we recognized
approximarely 81% of total revenue from Ameritech, BellSouch
Inc. and U § WEST, each of which accounted for greater than
10% of our total revenue. During the vear ended December 31,
1998, we recognized approximately 73% of toral revenue from
Ameritech, BellSouth Inc. and U § WEST, each of which
accounted for greater than 10% of our total revenue.

During the year ended December 31, 1997, we recognized
approximately 81% of total revenue from continuing operations e
from Ameritech, BellSouth Inc. and U § WEST, each of which S

accounted for greater than 10% of our total revenue.

In the third quarter of 1998, one of our licenses and S
implementation services customers, Bell Atlantic, who had -
merged with Nynex, announced their decision to standardize

their 9-1-1 hardware and software platform utilizing non-SCC

systems that had been used by Nynex prior w the merger. In

the fourth quarter of 1998, we entered into a Termination,

Settlement and Release Agreement with Bell Atlantic, under

which Befl Atlantic paid us for work that had been performed

prior to cancellation of the contract. This transition occurred .
over the course of 1999, during which time we continued

to support the systems insealled in Bell Atlantic and

cooperated fully to ensure a smooth transicion of these

systems. Bell Atlantic comprised approximately 8% of our

rotal revenue in 1998, Je
As of December 31, 1999, we had net operating loss carry ]
forwards of $11.2 million available to offset future net income -
for U.S. federal income tax purposes. We reversed $1.7 million

of the valuarion allowance on our deferred tax assets in the year )

ended December 31, 1998 and recorded an addirional income
tax benefit of $468,000 from continuing operations in the year

ended December 31, 1999, as we believe thar ir is more likely :
than not chat such tax benefits will be realized. Of the -'
$912,000 rax benefit recorded in 1998, $333,000 related to the -

extraordinary loss from early extinguishment of debt. We expect

to incur losses in the near term related to development costs for )

new commercial products and future taxable income may not

be sufficient to realize additicnal deferred tax assets that will be

created by the projected net operating losses. Consequently,

we presently expect our statement of operations will not T
reflect tax benefits for projected operaring losses to be incurred o
during 2000. )
In June 1997, we sold the net assets of our Premise Products .

Division. The sale of our Premise Products Division resulted in
a net loss from the sale of $2.0 million. Net losses from
operations of this division totaled $876,000 and $226,000 in
1997 and 1999, respectively, and are presented in our financial
statements as loss from operations of discontinued division. The
loss from discontinued operations in 1999 resulted from final
closeout of unassigned contracts and the transition of customers
to the company that acquired this division.

In June and July 1998, we completed an initial public offering
of our common stock, which generated proceeds of $26.0
million, net of the underwriter’s discount and other offering
costs and including the exercise of the underwriters’ over
allotment option. See Note 2 w the accompanying financial




stacements and “Liquidity and Capital Resoutces.”

Historically, substantially all of our revenue has been generared
from sales to customers in the United Scates. However, we have
generated revenue in Canada and intend to enter additional
international markets, which may require significamt
management atrention and financial resources. Internarional
sales are subject to a variety of risks.

Qur quarterly and annual operating results have varied
significanty in the past. The variarion in operating results will
likely continue and may intensify. We believe that period 1o
period comparisons of results of operations are not necessarily
meaningful and should not be relied upon as indications of
future performance. Our operating results may continue to
fluctuare as a result of many factors, including the lengrh of the
sales cycles for new or existing customers, the size, timing or
duration of significant customer concraces, fluctuations in
number of subscriber records under management, timing ot
duration of service offerings, rate of adoption of wireless services
by Public Safery Answering Poincs, efforts expended to
aceelerate the introduction of certain new products, our abilicy
to hire, train and retain qualified personnel, increased
competition, changes in operating expenses, changes in our
strategy, the financial performano: of our customers, changes in
telecommunications legislation and regulations that may affect
the competitive envirenment for our services, and general
econormic faceors, Qur contracts for 9-1-T QSS services
generally include a separate non-recurring fee for the design and

implementation of the 9-1-1 OSS, conversion of the customer’s .

data to our systems, hiring and training of personnei, and other
costs required to prepare for the processing of customer dara,
and therefore, we may recognize significantly increased revenue
for a short period of time upon commencing services for a

new customer.

Our expense levels are based in significant part on our
expectations regarding furure revenue. Our revenue is difficult
1o forecast because the market for our services is evolving
rapidly and che length of our sales cycle, the size and ciming of
significant customer contracts and license fees and the timing of
recognition of non-recurring initial fees vary substantially
ameng customers. Accordingly, we may be unable to adjust
spending in a timely manner to compensate for any unexpected
shortfall in revenue. Any significant shortfall could ctherefore
have a material adverse effect on our business, financial
condition and results of operations. We will incur expenses of
approximately $10 million in 2000 for research, development
and marketing to expand our product ofterings. In addition, we
hired additional employees in 1999, 1998 and 1997, and expect
to continue hiring additional employees during 2000. We also
began leasing office space in Texas in December 1999, from
which we will perform some of our operations. We cannot
assure you that we can report opetating profits or that our
investments in research and development will generare future
revenue. Failure 10 do so could have a marerial adverse effect on
our business, financial condition and results of operations.

Results of Upecations
Year Ended December 31, 1999 Compared to Year Ended
December 31, 1998

Revenue
Total Revenue. Total revenue decreased 5%, from $34.4
million in 1998 to $32.6 million in 1999.

Data Management Services Revenue. Revenue from data
management services increased 5%, from $30.6 million in 1998
to $32.1 million in 1999, representing approximately 89% and
999 of toral revenue, respectively. Data management services
revenug increased due to an increase in the number of recards
under management for ILEC and CLEC customers caused by

| Lk

customer growth and the sigring of additional CLEC contraces.
These increases were offset by monthly minimum fees from a
wireless carrier in 1998 that expired at the end of 1998 and

a decrease in non-recurring fees relared ro wireless and

wireline services.

Licenses and Implementation Services. Revenue from

licenses and implementation services decreased 87%, from $3.8

million in 1998 to $488,000 in 1999, as we had no licenses and
implementation services contracts in process in 1999 other chan
Warranty contracts.

Costs and Expenses

Cost of Data Management Services. Cost of data management
services consists primarily of labor and costs of interconnecrion
with customers’ systems and our infrastructure. Cost of dara
management services increased 17%, from $20.7 million

in 1998 to $24.3 million in 1999, representing 60% and 75% of
total revenue, respectively, and 68% and 76% of dara
management services revenue, respectively. The dollar increase was
due to the pilot phase and start of implementation of our contract
with the State of Texas, increased depreciation expense and
telephone lines to accommodare growth in our wireless and
wireline aperations, and additional headcount and relared costs
incurred to accommodate growth for both wireline and wireless
services, The percentage increase occurred primarily because che
rellout of our wireless and enhanced services has been slower than
anticipated, although we have built the infrastrucnure 1o service
the anticipated demand, and the infrastructure required to begin
the State of Texas contract before significant revenue was
generated. In addition, in 1998, we received monthly minimum
fees from a wireless customer which expired at the end of 1998.

Cost of Licenses and Implementation Services. Cost of
licenses and implementation services consists primarily of labor,
license fees for third party software and related expenses. Cost
of licenses and implementation services decreased 83%, from
$836,000 in 1998 ro $139,000 in 1999, representing 2% and
0.4% of total revenue, respectively, and 22% and 28% of
licenses and implementation services revenue, respectively. The
dollar decrease occurred because we had no licenses and
implementation services contracts in process during

1999 other than warranty contracts.

Sales and Marketing. Sales and marketing expenses consist
primarily of expenses related ro salaries and commissions, travel,
trade shows and sales collateral. Sales and marketing expenses
increased 29%, from $4.1 million in 1998 10

$5.3 million in 1999, representing 12% and 16% of total
revenue, respectively. The dellar increase was due to the
addition of marketing personnel, the creation of a government
affairs department to interpret and influence legislacion
primarily related to our wireless operations and related legal
expenses, addition of sales staff for enhanced services and an
increase in tradeshow expenses,

General and Administrative. General and administrarive
expenses consist primarily of expenses related to our
information systems, finance, human resources, legal, executive
and financial planning departments. General and administracive
expenses decreased 1%, from $3.0 million in 1998 10 $4.9
million in 1999, representing 14% and 15% of total revenue,
respectively. We experienced decreases due to a decrease in
expenses related 1o the resignations of our chief operating
officer and chief financial officer. These decreases were partially
offset by: ‘

- the addition of infermation technology petsonnel and related
expenses;

increased legal and accounting costs related to quarterly and
annual reporting requirements as we became a publicly traded
company in June 1998;




increased legal stalfing and other fees related to regulatory and
legislative issues concerning the implementation of our
services in Texas: and

- the creation of an investor relarions department.

Other Facome (Expense), Ner. Net other income {expense)
cansists primarily of interest expense from our borrowings and
leases for capital equipment, offset by interest income earned
on our cash and investment balances. Net other expense was
$294,000 in 1998 compared to net other income of
$607,000 in 1999, representing (1)% and 2% of toral
revenue for such periods, respectively. The dollar increase in
net other income was primarily due to a decrease in interest
expense related to the repayment of certain bank debt
autstanding through the second quarcer of 1998 and
repayment of certain capiral leases and an increase in interest
earned from the investment of funds received from our
initial public offering in June and July of 1998.

Bensj't'tfor Inrome Taxes. Our income tax benefit from
continuing operations increased from $379,000 in 1998 1o
$468,000 in 1999. In 1998, we reversed a portion of our
valuation allowance and in 1999 recorded an income tax
benefit related to our deferred tax assets as we believe char it
is more likely than not thar the tax assets will be realized.

Loss from Operations of Discontinued Division. We
recorded a charge of $226,000 in 1999, net of the related
tax benefit, related to the final closeout of unassigned
contracts and the transition of customers to the company
that acquired this division.

Loss from Early Extinguishment of Debt, We recorded a

charge of $909,000 in 1998, net of the relared tax benefir,
related to the write-off of the remaining debt discount and
other costs associated with the early extinguishment of our
bank debt.

Year Ended December 31, 1998 Compared to Year Ended
December 31, 1997

Revenue
Jotal Revenue, Total revenue increased 27%, from $27.1
million in 1997 to $34.4 million in 1998.

Data Management Services Revenne. Revenue from dara
management services increased 28%, from $24.0 million in
1997 to $30.6 million in 1998, representing approximarely
89% of total revenue in both periods. The increase resulted
primarily from increases in:

monthly fees from wireline customers due to an increase in
the number of subscribers under management;

non-recurring and monthly fees from wireless customers,
as we did not begin to earn revenue from wireless
customers until the third quarter of 1997 and signed
several new comntraces in 1998;

nen-recurring fees from enhanced services; and

non-recurring fees from new wireline customers that were
transitioned to our systems.

Licenses and Implementation Services. Revenue from
licenses and implementation services increased 25%, fram
$3.1 million in 1997 to $3.8 million in 1998, due to
increased work performed on contracts thar began in 1997
and were completed or terminated during 1998,

Costs and Expenses

Cost of Daia Management Services. Cost of data
management services increased 35%, from $15.4 million
in 1997 o $20.7 million in 1998, representing 57% and
60% of rotal revenue, respectively, and 64% and 68% of

data management services revenue, respecrively. The dollar
increase was due ro the addition of personnel and
equipment and expansion of facilities to accammodare
growth in our wireless and wireline operations,

Cost of Licenses and Implemeniation Sevvices. Cost of
licenses and implemeneatien services decreased 35%, from
$1.3 million in 1397 to $836,000 in 1998, representing

5%6 and 2% of rotal revenue, respectively, and 42% and 22%
of licenses and implementation services revenue, respectively.
The decrease in dollars and as a percent of licenses and
implementation services revenue was primarily due to the
reversal of accrued third party software fees thar will not be
required and an increase in warranty revenue, both of
which resulted from the cancellation of our conrract with
Bell Atlantic.

Sales and Marketing, Sales and marketing expenses
increased 7%, from $3.9 million in 1997 to $4.1 million in
1998, representing 14% and 12% of cotal revenue,
respectively. The increase was primarily due to salaries and
relared costs of hiring additional sales and marketing
personnel during 1998 and public relations costs incurred in
1998. These increases were partially offser by decreases in
sales commissions, as well as the transfer of a vice president
to 2 general and administrative position.

General and Administrative. General and adminiscrarive
expenses increased 54%, from $3.2 million in 1997 1o
$5.0 million in 1998, representing 12% and 14% of total
revenue, respecrively. The dollar increase was due to:

the reassignment of certain continuing resources,
infrastrucrure and related general and adminisrative
expenses applicable to continuing operations;

addition of personnel and computer equipment in the
accounting, information systems, legal and human
resources departments to support our growth;

- the transfer of a markering vice president 1o a general and
administrative position; and

 strategic consulting costs incurred in 1998.

The increases were partially offset by a decrease in
executive bonuses.

Other Expenses, Net. Other expenses decreased 67%,

from $879,000 in 1997 to $294,000 in 1998, representing
3% and 1% of toral revenue, respectively. The dollar
decrease was primarily due to the repayment of cerrain bank
debr and capital leases during 1998 and interest earned from
the investment of funds from our initial public offering in

June and July of 1998.

Income Tax Benefir. The income tax benefic of $379,000 in
1998 consists of the reversal of a partion of our valuation
allowance on our deferred rax assets, compared to a reversal
of valuation allowance of $2.4 million in 1997. We did not
record a state income tax provision in 1998 primarily due 1o
the udlizarion of state net operaring loss carry forwards. In
1997, we recorded a state provision of $172,000 as more
business was conducted in states where ner operating loss
carryforwards were not available.

Loss from Sale and Operations of Discontinued Division.
In 1997, we recorded a charge of $2.9 million, ner of the
relared tax effect, related to the sale of the net assets of our
Premise Products Division.

Lass from Early Extingecishment of Deby. We recarded a

charge of $909,000 in 1998, net of the related rax benefit,
related to the write-off of the remaining debt discount and
other costs associated with the early extinguishment of our
bank debt.
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Since our inception we have funded our operations with
cash provided by operations, supplemented by equity and
debe financing and leases on capital equipment. As of
December 31, 1999, we had $21.5 million in cash and cash

equivalents and investmenes in markerable securites.

In June 1998, we completed an initial public offering of
2,100,000 shares of our common stock, which generated
proceeds of $22.5 milkion te us, net of the underwriter’s
discount and other offering costs. We used approximately
$4.4 million of the proceeds to repay our bank loans and
$160,000 for the related prepayment penalty. In July 1998,
the underwriters of our initial public offering exercised their
over-allotmenc option. Under the over-allotment option, we
sold an additional 315,000 shares of our commoen stock,
generating net proceeds of $3.5 million.

In addition to the $4.4 million of debt repaid with the
proceeds of the initial public offering, we repaid $5.6
million and $1.9 million of other bank debt and capiral
lease obligations during 1998 and 1999, respectively.
Additionally, we used $3.4 million and $2.5 million during
1998 and 1999, respectively, for che purchase of capirtal
assets and software development. We anticipate that our
level of spending for capital expenditures in 1999 will
continue during 2000, alchough we currently have no
matetial commitments for capiral expenditures.

We have a line of credit with a bank equal to $2.0 million,
which is available to meer operaring needs. The interest
rate on amounts borrowed under the line of credic is equal
to the bank’s prime rate or the one, two or three month
Libor rate plus 2.25% per annum. The line of credit
matures April 15, 2000 and is collateralized by cerrain of
our assets. As of December 31, 1999, no borrowings were
ourstanding on the line of credit.

We also have a $2.0 million capical lease line with a bank
which is available to meet capital acquisition needs that
arise from normal business operations. The interest rate
on capital leased under the lease line is equal to the bank’s
cost of funds at the time of each lease. Separate lease
schedules are signed from time to time. Each lease
schedule is collateralized by the assets that are being
leased. Each lease has its own termination date, typically
36 months. As of December 31, 1999, $582,000 was

outstanding on the capital lease line.

We have announced plans to incur research, development and
marketing expenses of approximately $10 million to expand
our product offerings. This will require approximarely

$13 million in cash due to the capital expenditure
requirements. We may also increase our capiral lease line to
finance this initiative. We believe that our remaining net
proceeds from our initial public offering, cash generated from
operations and lease financing wili be sufficient to fund our
anticipated working capital needs, research and development
initiative, capital expenditures and any potential furure
acguisitions through at least the next twelve months. In the
event our plans or assumptions change or prove o be
inaccurare, or if we consummate any unplanned acquisitions
of businesses or assets, we may be required to seek additional
sources of capital. Sources of additional capital may include
public and private equity and debt financings, sales of
nenstrategic assets and other financing arrangements.

Many currently installed computer and software products
were coded to accept only two digit entries in the date code
field. These dare cade fields need to accept four digit entries
to distinguish rwenty-first century dates from twenteth
century dates. We use off-the-shelf and custom software
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developed internally and by third parties for our production,
information rechnology (IT) and non-1T systems.

We programmed and tested our systems and installed all
upgrades necessary to make them Year 2000 compliant.

We spent about $400,000 to make our systems Year 2000
compliant. As a result of our Year 2000 readiness efforts,
our production systems, [T systems and non-1T systems
successfully distinguished twenty-first century dates from
twenticth century dates on January 1, 2000 withoue any
systemn failures. However, we are continuing to monitor our
systems throughout the year 2000 to ensure that any latent
Year 2000 matters that may arise are addressed promptly.
Despite the fact that many companies’ software and
computer systems afe currently processing twenty-first
century dates correctly, these companies, including us,
could experience latent Year 2000 problems.

Recently Issned Jducounving Propouncements
Statement of Financial Accounting Standards No. 133
and No. 137

In June 1998, the Financial Accounting Standards Board,
or FASB, issued Statement of Financial Accounting
Standards No. 133, “Accounting for Derivative Instruments
and Hedging Activities.” SFAS 133 establishes accounting
and reporting standards for derivative financial instruments
and hedging actividies related to those instruments as well as
other hedging acdivities. It requires an entity to recognize all
derivatives as either assets or habilities in the statement of
financial position and measures those instruments at fair
value. In June 1999, the FASB issued Statement of
Financial Accounting Standards No. 137, “Accounting for
Derivarive Instruments and Hedging Activities - Deferral
of the Effective Date of FASB Statement No. 133 - An
amendment of FASB Staternent No. 133.” SFAS No. 137
delays the effective date of SFAS No. 133 to financial
quarters and financial years beginning afrer June 15, 2000.
We do not typically enter into arrangemenus that would
fall under the scope of Statement No. 133 and thus,
management believes that Statement No, 133 will nat
significantly affecr our financial condition and resukts

of operations.

Statement of Position 98-9

In December 1998, the American Institute of Certified
Public Accountants issued Statement of Position 98-9,
“Modification of SOP 97-2, Software Revenue Recognicion,
With Respect to Certain Transactions.” SOP 98-9 amends
certain paragraphs of Statement of Position 97-2, “Software
Revenue Recognition,” to require the application of a
residual method of accounting for software revenue when
certain conditions exist. SOP 98-9 also amends Statement of
Position 98-4, “Deferral of the Effective Date of a Provision
of SOP 97-2” to extend the deferral of the application of
certain passages of SOP 97-2 provided by SOP 98-4 through
fiscal years beginning on or before March 15, 1999, All other
provisions of SOP 98-9 are effective for transactions entered
into in fiscal years beginning after March 15, 1999. Earlier
adoption is permitted; however, retroactive application is
prohibited. We believe SOP 98-9 will not materially impace
our financial statements.

Staff Accounting Bulletin No. 101

In December 1999, the Securities and Exchange
Commission staff released Stafl Accounting Bullerin No.
101, “Revenue Recognition.” SAB 101 provides interpretive
guidance on the recognirion, presentation and disclosure of
revenue in financial statements. SAB 101 must be applied to
financial statements no later than the second fiscal quarrer of
2000, We are currently reviewing SAB 101 to determine
whart impact, if any, the adoption of SAB 101 will have on
our financial position and results of operations.




December 31,
. BaLance.Sh_e.ets (dollars in thousands) ‘ o . . 1999 1998

Current assers:” _ ] .
" Cash and cash equwalems C " : $ 8,354 $10,266
_Shon term investments in markttable securities . . 12,165 . . 7.76Y

Accounts receivable, net of alowance of appremmateiy $58 and $50 in 1999 and 1998, _
respectively, for duubd‘ul acgounts oo _ _ 2.2% . 4,820

.-Unbﬂledrevenue BRI o e . AR 846 . 1,035
: Prepaids and other - - B ‘_ e R L 548 - 484
B chferrcd mcome taics — Lurrem pomon .:' SR : L 653 . _' 2.,0_25
io{al currer:{ assers L e L . . 124,821 26,391
_'Pmperty and cqu;pment ar cosr i S R _ B o
. Computer hardwam and eqmpment EE . : L L R 25,411 - - 23,687
- “Furditate and ﬁxtures R R P S : o 933 800
'Leasehold 1mprovemcnts B B T : 915. RN 9207
SRR RS SRR 05753) c 01,058
ropery and cqumfnt R R i1l U 113086 0 14,351
: ST : BT Co ' T L 112

E :_Long-tf:rm m‘;cstments in marketable se:cunncs S _. : . R 993 C 2,054

coum ulatéd 'ﬁép réciari(sn-

-"j-.._Dcferred income taxes -— nonctifrent . L _' Lo oo 3423 0 o 15040
R -‘_.ZSOﬁware devdopmfnt Gosts, net.of accumulated : T : R N
f. . e amcrnzatlon of $575 -and $346 in 1999 and 1998 respectwely T el 951 L I 683

& Current habllmes:_ SRR

$ 752 - $am
786 .- T34

; R RN S _ 1,641 . 0 2,546

: ._Property arid other taxes’ e e e Ly e 7920 | 696,

v -Aceoums Payable SRR S
Paymll relared accruais o
Other accrued llabﬂitles :

- Currént, pomcm of:_apnal lesse obhgatlons (Note 5) S e 1,971 1,618
' "Deferred contract révenue B R R _' = - o S 865 o 1,908
: ' Caor ' 6807 . .. - 8713

Long—tcrm debt. : Dt e : S
“Capital lease cBl:gat:gns, net of currcnt porunn (N@tr: 5) SR : 2,038 . . 2791
Tl fiabilicies _ N S 8845 11,504
Commltmenrs and contmgenctes {Notcs 7 and 11} R ‘ AR
_ Stocldm]ders Equ;ry {Note 4): &

Preferred stock, $.001 par vaEue, 15 000, 000 shs.res authonzed _
- nene issued or outstandmg o _ S e —

Commcn stock; $.001 par value; 30,000, 000 b!lares authorlzed 11 104, 111 and ' S o
+ 10,886 353 shares issued at Deccmber 31, 1999 and 1998, respecnve}y - RN § PR 1o

Additional pald»m capltal S : T 43,925 | 43,320

- Stock subscriptions receivable - o - S e (33) . o (59

- Accumulated deficit . o _ : (10,968) . {9,680)
. Total stockholders’ equity -~ - _ . R VX S © 33,590
R a s4LTEO | $45,005

~ " The accompanying Notes to Financial Statements are an invegral part of these balance sheets.




Year Ended December 31
Statements. ofOperations (dollars in thousands, exrepr_per;.bare data) 219499 e l.ﬂ_fl& s 18972

Rw&:nut : I e
Data maxxagement services. Cere R o $3209 .
th,erlsus and lmplementanon gervices - s L 488 7.0

Total revenue : JRERAN S SRS 32,584

Losr and expenses:

24,338
138
5314

Cost of data mana.gement gervices i :

T Cest nf iacenses and :mp]ementﬂtmﬂ serv lce

Sales- and Hlalkt_tlng

Gcm:ral md admmtstratwe~ 4,931
Total msts and expens& 34,721
'Income (loss) fro operatm (2,157}

1,095
(488)

{1,530)
{468)

{1,062)

(226)

(1,288)

$ (1,288)

$ (1,288)

3 010

$ 010

$ (0.12)

$ (0.12)

- Basxc\"-"' P $ (0.12)
D;luted_.’.' $ (0.12)

_ Shares used in mmputmg ne

+ 10,989,091
© 10,989,091 .

Basic R
.Dxiuted3".~ oL

The accomipanying Netes to Financial Staremients are an inregral part of these statements.’




(deficit?

Statemen'ts of Stockholders'
Equity (Deficit)

Capital

Stock Subscriptions
"Receivable
Accumulated Deficit
Total Stockholders?

~Additional Paid=-in
Equity

Common Stock
~Treasury Stock

(dollars in thousands, cxcept per share data)

BALANCES, at _ o , ' _ ' o
December 31,1996 -~ ' 1,840,899, $ 2 - $298 5 (19) (36250) $ (3) ' $(13.346) $ (13,068)
Dividends accruedoon - e 0 T . : :
‘Series D, Eand B . T - e a IR '
(mwemble Preferred Stock N, e — L e {740) - {740}
" Fxercise of stock thmnq B a SRR ' - ' - B s
dedmg Opmms exercised T B R R I ' . C
. in exchange for- ‘notes n:cewabie_'f 153382 o 154 (80) - — —_ 74
(Jommon stock wareany L oo T _' o BTN o N
put price ad;ustment {Note 4} B L T (8) : _{8)_ '
S BRI S ____ — 1_,87'5_ 1,875

Nert income: - L e
"BALANCES, at E R R
Deccmbtr 31,1997 o e P 1,994,281
. D:vxdcndsaccruaian R R DI

‘Series 1D, E and F Convcmble Sl
Preferred Stock o LT —
Tssuance of common stock R e :
through Initial Public Offering, -~~~ -4 S SRR AR .
. . net-of issuance costs of $964 - 2,415,000, LhR0 25,985 . = = = 25,987
. Conversion of preferred stock -~ o U T I - - I
_into.commaon. stock - Lo HB1885T5 - 6 14,938 B — 14,944 "y
Conversmn of common’ T e S . . e : : o : : _ :
stackwarrams S e 195,148 T —ne 1549 Lo e e e 1,549
Issuancc ofcommen stock undcr coe S T . T
Employee Stock Purchase Plan o 6L105 0 = 2430 T e . 243 ).
" Exercise of stock BPtlons e 6BA9E e T390 e — — = B B -

Common stock warrang < put R s w0 e o ' * ' S

pnce ad]ustmem '

(99) _-.(36,250) HON {1_2,219)”' (11,867}

e = e O~

' _Stocl( subscription . SRETN S o . - L S -
payments feceived e anloo A0 o — 4w e

- Tax benefit refared to disquahfymg _ ST R _ _ _
o djspbsmons of commipn'stock T e et T M7 T = 117
Retirement’ nftreasury stock o (36,250}_ = o (_5_5_)__ Coo— 036250 3 T o=
. _Net income: T R A P Dl ww — . L— — 2,97t . 2,971
December 31,1998 0 . 10,886,353 - .10 43320 - (5% .~  —. {9680 33,591
Issuance ofcommon . ’ N T : : S
stock under Employce Smck RIS I ST L : S . . - - AEE
Purchase Plan ... - e 58,675?‘_“ L= X 1450 e — o — . 145 ~ B
Exercise ofsto;:k opnons o ':' CAT9N79 L L 460 - = o SR '46_1" L
Stock subscupuen e o S EEEER . s
payments rectwed e [ — —_ — 26 e = Y
Net loss - L = = — — e (1,288) (1,288)
BALANCES, at f _ . o 3 S _ s A
December 31,1999 11,104,111 $11 $43925 $(33)  — $—  $(10,968) $ 32,935 «

‘The aceompanying Notes to Financial Statements are an integral part of these statements.
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Year Ended December 31

Statements of Cash Fows (dellars in thowsands) . . : , _ 1994 S LT

Cash flaws from operaring activities: . : _ SR e R
T"Net income (loss) = . N _ $ (1,288 o . $_'_2,‘971 E :‘:$'~.]',87_5 e
AdJUS{ments to recancile ner income to net cash oL e

provided by operating activities -—— : : L D Cte
" Amortization and depreciation S T g 5117 - 4,315 ‘ o 3534

Amortization and write-off of note payable. discount _ : : — 14300 0 33
" Accretion of investments in matketable securiries IR (284) L - (316) Q SRR E
-« {Gain) loss on disposal of assers TR Gl 53 0 ST PRICRE (40}!' .
. Losson dlsposal of discontiriued dmsmn o IR — o e R o 2,032 .
Pravision for estimaed losses: on contracts s S — L "_{196);-.-‘
. Provision for doubtfu[ au:ounts B : R 8 o250
Deferred incomic tax beneﬁr ¥ - R L . (547) '
'Change in— L R :
- Accounts receivahle . o e R 2,557
'Unbllled re\renue IR AR S 189
Accounts p_;;yzble T RS Ak (29)
Accrued liabilities. © S RN C'5 =) B
L .Dcfcrrc-d contract revenue ! . : : (1,043) +7
" Detrease in current asséts and llabﬂrtles fron : dlscommued operanons : —
. Neteash prov rided by operatmg actmnm R 4,262
‘Cash flows from investing activities: b
Acquisition of preperty a.nd eqmpment e (L,961)

L Proceeds from sale. ofﬂetassers _ R T R — i
" Purchase of 1 inyestments in, markcmbic securlnes - S (14559 o

Sale of investments in. marketabie se(,urzues 11,500
. Softwate development cosss. ' (497) -
o Net-cash used in mvesnng acuvmes {5,517y -
Cash flows from financing activities: ™. .- PR '
Proceeds from i issuance; of notes payablc Sl —
- _.'Prmqpaj payments on nores payable. - —
.. Principal payments on capltal lease obllganons {1,870)
Proceeds from equipment ﬁn.mcmg 581
" Exercise of stock optmns _ Sl 461
" Srock subscrlpt on payments. rect:nred SN 26

" Purchases through employee stock purchase pl;m o Lol 145
' Proceeds from initial public offering and uvc:rallmment, SR

L net ofundemmcrs discouny Lot B TR —

Costs related 1o initial pubilc oﬂ%nng N I —

th cash provlded by (uised:in) ﬁnancmg actlvltlcs e (657) -
Net increase {decreaae) in- cash and cash equwalenrs e o _ co(1,912) o
Cash and cash equwalents, begihning of per:od Lo e 10,266
Cash and cash equivalents, end of permd e ool 8 8,354

E Supp]emenml disclosure of cash’ ﬂow mformanon:
. Cash paid during the permd for interest’
© . Cash paid c]umag the perxod for taxes : T
‘Supplemental schedule of noncash financing and uwestmg activides: .

~ Dividends accrued on Series D, E'and F Converuble Preferred Stnck‘

~ Common stock issued 1o emp]ayees in exchange e
" for employee notes receivable -

Property acquired with capltal leases
Conversion of preferred stock -

' -Conversmn of warrants
Retirement of treasury stock _

s 439
s 459

ww» o m'
|

* The accompanying Netes to Financial Starements are an integral part of these seatements.
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Notes to Financial Statements

P

ations Corp. (the “Company”} is a Delaware
corparation. The Company is the leading provider of 9-1-!
aperations support systems services to incumbent local exchange
carriers (“ILECs”), competitive local exchange carriers (“CLECS),
wireless carriers and stace and local governments in the United
States. The Company manages the data which enables 9-1-1 cails
1o be roured to the appropriate public safety agency wich accurate
and timely informarion abour the caller’s identification and
location. In addition, the Company licenses its 9-1-1 software

to carriets that wish to manage the delivery of 9-1-1 data
management services in-house,

{Z) Suramary of Signilicant Ao
Operating Cycle

Assets and liabilities related to contracts are included in cutrenr
assets and liabilities in the accompanying balance sheers since
they will be liquidated in the normal course of contract
completion, although this may require more than one year.

Property and Equipment

Depreciation of property and equipment is computed using the
straight-line method over estimated useful lives of three to five
years for computer hardware and equipment, seven years for
furniture and fixtures and the life of the lease for leasehold
improvements. The casts of repairs and maintenance are
expensed while enhancements to existing assers are capitalized.
Depreciation expense totaled approximacely $4,888,000,
$4,174,000 and $3,399,000 for the years ended Decemnber 31,
1999, 1998 and 1997, respectively.

Software Development Costs

The Company expenses the costs of developing compurer
software until technological feasibility is established and
capitalizes all costs incurred from that time until the sofrware is
available for general customer release. Technological feasibiliey
for the Company’s computer sofoware products is based upon
the eatlier of the achievement of (2} a detailed program design
free of high-risk development issues or (b) completion of a
working model. Costs of major enhancements ro existing
products with a wide market aze capitalized while roucine
maintenance of existing products is charged to expense as
incurred. The establishment of technological feasibility and the
ongeing assessment of the recoverability of capitalized computer
software development costs requires considerable judgment by
management with respect to certain external factors, including,
but not limired to, technological feasibilicy, anticipated future
gross revenue, estimated economic life and changes in sofrware
and hardware technology.

Capitalized software costs are amortized on a producr-by-
preduce basis. The annual amortization is the greater of che
amount computed using (a) the ratio that current gross revenue
for a product compares to the total of current and anticipated
future gross revenue for char product, or {b) the straight-line
method over the remaining estimated economic life of the
product which is typically five years. Ameortization expense
refated to capitalized sofeware costs totaled approximately
$229.000, $145,000 and $107,000 for the years ended
December 31, 1999, 1998 and 1997, respectively, and is
included in cost of dara management services and licenses and
implementation services in the statements of operations.

Revenue Recognition
The Campany reports revenue based on its two segmencs, data
management services and licenses and impletnenrtation services.

Revenue from data management services generally consists

of a non-recurring fee and monthly recurring revenue. Revenue
included in data management services generally includes a non-
recurring fee for the design and implementation of the 9-1-1
OS8, conversion of the customer’s data to the Company’s
systems, hiring and training of personnel, and other costs
required to prepare for the processing of customer data. Non-
recurring fees are recognized on the percentage-of-completion
methad aver the period required w perform the tasks necessary
to prepate for the processing of customer data. The Company’s
contracts also separacely allow for a monthly service fee based
on the number of subscriber records under management, which
is recognized in the period in which the services are rendered.
Data management services revenue also may include revenue
from enhanced produces and services, which may include non-
recurring and/or monchly fees which are separately stated in the
contract and are recognized in the period in which the services
are performed.

Revenue related to software license fees and implementation of
the Company’s 9-1-1 systems at customer sites is recognized
using the percentage-of-completion method because the
Company’s software requires significant modification for each
customer. Such contracts include a license fee for the use of the
Company's software and service fees for the installation and
customization of the system. The Company’s costs to install its
systems include direct Jabor, third-party license fees and
miscellaneous expenses. Such costs are included in cost of
licenses and implementation services.

In applying the percentage-of-completion method, revenue and
related costs are recognized based on the percentage thar labor
hours incurred ta date compared w total estimared labor hours.
Revenue recognized in excess of amounts billed is reflected as
unbilled revenue and amounts billed in excess of revenue
recognized are reflected as deferred contract revenue in the
accompanying balance sheets. The Company recognizes any
known or anticipated loss on contracts in process when such
losses are determined to exist.

Revenue from licenses and implementation services includes
customer suppart revenue which is recognized ratably over the
retated contract period on a straight-line basis. Costs related
to customer support revenue are included in cost of licenses
and implementation services in the accompanying statements
of operations.

Concentration of Credit Risk

Financia! instruments which potentially subject the Company
to concentrations of credic risk are primarily cash and cash
equivalents, accounts receivable and investments in

high-grade Lreasury bonds and commercial paper. The
Company maintains its cash balances in the form of bank
demand deposits, money marker accounts, treasury bonds and
commercial paper with otiginal maturities less than ninety days.
The Company’s deposics and investments are with financial
institutions thar management believes are creditworthy and
investments are high-grade. The Company’s accounts receivable
are from customers that are generally telecommunications
service providers; accordingly, the Company’s accounts




receivable are concentrared in rhe telecommunications industry.
The Company's principal customers (Note 10) accounted for
71% and 30% of the Company’s accounts receivable as of
Drecember 31, 1999 and 1998, respectively. The Company has
no significant financial instruments with off-balance sheer risk
of accounting loss, such as foreign exchange contracts, option
contracts or echer foreign currency hedging arrangements.

Research and Development

Research and development efforts consist of salaries, supplies
and other related costs. These costs are expensed as incurred and
totaled approximately $1,740,000, $1,376,000 and $738,000
for the years ended December 31, 1999, 1998 and 1997,
respectively. These costs are included in cost of data
management services and licenses and implementation services
in the accompanying statements of operations and do not
include development costs incurred as part of the efforts
performed under licenses and implementation services contracts
with the Company’s customers.

Cash and Cash Equivalents

For purposes of reporting cash flows, cash and cash equivalents
include highly liquid investments with eriginal maturities of 90
days or less.

Use of Estimates

The preparation of financial srarements in conformity with
generally accepred accounting principles requires management
1o make estimates and assumptions. These estimates affect the
reported amounts of assets and labilities, disclosure af
contingent assers and liabilicies ar the date of che financial
statements, and the reported amounts of revenue and expenses
during the reporting period. Actual results could differ from
those estimates.

Fair Market Value of Financial Instruments

Financial instruments include cash and cash equivalens,
corporate debr securities, accounts receivable and debt
obligations. The carrying amounts for cash and cash equivalents
and accounts receivable approximate fair marker value because
of the short maturity of these instraments. The fair value of
notes are estimated based on current rates available for debt
with similar maturities and securides, and at December 31,
1999 and 1998, approximates the carrying value.

Encome Taxes

The Company follows Statement of Financial Accounting
Standards No. 109 (“SFAS 109”), which requires recognition of
deferred income tax assets and liabilities for the expected future
income tax consequetices, based on enacted tax laws, of
temporary differences between the financial reporring and tax
basis of assets and liabilities. SFAS 109 also requires recognition
of deferred tax assets for the expected future tax effects of loss
carryforwards and tax credic carryforwards. Deferred 1ax assets
are then reduced, if deemed necessary, by a valuation allowance
for the amount of any tax benefits which, on a more likely than
not basis, are not expecred to be realized {Note 6).

Stock Based Compensation Plens

The Company applies APB Opinien No. 25, “Accounting for
Stock Issued 1o Employees,” ("APB Opinion Ne. 257} in
acoounting for its stock option and ether stock-based
compensation plans for employees and direcrors. The Company
has adopted the disclosure provisions of Statement of Financial
Accounting Srandards No. 123 (“SFAS 1237), “Accounting for
Stock-Based Compensation,” for such opticns and stock-based
plans for employees and directors (Note 4).

o ° -

Investinents in Marketable Securities u n oa
The Company’s investments in corporate debt securiries are ot o o2 = oo
classified as held-to-marurity and are carried at the amortized - o = o o8 a
cost basis. The investmenss had the following values at o . — Lo Lo 3
December 31, 1999 and 1998, respectively: N @ - D om oo @
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Caorporate Debt Securiries, maturing within one year ~ *$ 7,761,000 -~ $(237,000} = $13,000- $(2.000) '$7.535,000 o
Corporate Debt Securities, maruring ' Cl T e e e e e

after one year through five years, 2,054,000 {33,000) .~ 3,000 — 2,024,000
Balances at December 31,1998 . _$ 9,815,000 $(270,000) ~$16,000° $ (2,000)- :
Corporate Debt Securities, maturing within one year '$-12,165,000 - §. — $ i $°(10,000) . "$_._12,155,_0'(_)d'
Corporate Debt Securities, maturing - : - T A R
.after one year through five years ~ 993,000 — — (2,000}
$13,158,000 §

Eaia:;_ces at Pecember 31, 1999

=

— § .  $(12,000) $13,146,000.
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